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In mid-May, the Peruvian government finalized an agreement with a multinational consortium
to extract and market natural gas and other petroleum products from a huge reserve in central
Peru. The Camisea reserve located in the department of Cuzco, about 1,300 km. southeast of Lima
is divided into three fields that together span about 213,000 ha. Total reserves are estimated at 10.8
billion square cubic feet of gas, and 725 million barrels of liquid natural gas. Thus, Camisea's total
gas deposits combined are equivalent to about 2.5 billion barrels of petroleum, or about seven times
the 360 million barrels of known crude reserves in the country. Under the agreement reached in
May, President Alberto Fujimori's administration awarded a 40-year contract to two foreign oil
companies to exploit the reserve.
The consortium -comprised of Anglo-Dutch company Royal Dutch Shell and US-based Mobil Oil
Company is expected to invest at least US$2.8 billion in the project over the next four decades.
Speaking to reporters, Shell-Mobil spokespersons said the first two phases of the project, which are
expected to last seven years, will involve feasibility studies for the location of wells and construction
of gas pipelines to Lima. Tom Kelly, a Shell executive in Peru, said the consortium may also
construct a geothermal plant in southern Peru in the initial stages. The Camisea field was originally
discovered by Shell in 1987 after six years of exploration in the area.
Following the discovery, the company initiated negotiations with then president Alan Garcia to gain
access to the deposits. However, the government was forced to suspend negotiations with Shell a
year later because of pressure from nationalist interests. The negotiations finally resumed in 1994,
culminating in the signing of a preliminary contract between the government and Shell in March of
that year (see NotiSur, 03/31/94).
A final contract, however, was delayed several times during the past two years because of
disagreements over some specific clauses, including the amount of taxes that Shell would be
required to pay the government. In the interim, Shell reached a partnership agreement with
US-based Mobil. Shell spokespersons said the huge size of the Camisea reserve encouraged the
company to seek an accord with Mobil to bring more needed resources and expertise to the project.
Mobil is the world's third-largest oil company. That firm already has a presence in Peru through
separate exploration contracts with the state-run oil company Petroperu.
Under the terms of the newly signed contract, the gas extracted from Camisea will be sold on
the domestic market. Because of a shortage of hydrocarbons, Peru has imported petroleum from
neighboring Ecuador and other countries. In a televised press conference, President Fujimori
boasted that the Camisea project is a financial boom for the government. According to some
estimates, the government will collect US$5 billion to US$6 billion in taxes and royalties from the
project during the next 10-20 years. Fujimori hinted that much of the revenue will be channelled into
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social programs. "The Camisea agreement constitutes a fundamental element in the fight against
poverty," said Fujimori.
In addition, Fujimori said the Camisea reserves can be used as collateral for Peru to negotiate more
favorable terms on debts owed to multilateral institutions. The Shell-Mobil agreement was signed
just days before Peruvian Economy Minister Jorge Camet was scheduled to present a new letter
of intent to the International Monetary Fund (IMF) to win approval for a three-year IMF support
program. The IMF letter is a prerequisite for Peru to participate in the US-backed Brady Plan,
under which most Latin American governments have successfully renegotiated their foreign debts.
Fujimori also suggested that, because of Camisea, Peru could eventually become a net exporter of
natural gas.
The president compared Peru's gas potential to Bolivia, which is constructing a vast network of
pipelines to sell gas to Brazil, Argentina, Chile, and Paraguay. "The supply of natural gas in Camisea
is twice as large as that of Bolivia," said Fujimori. Many members of opposition parties applauded
the announcement of the Shell-Mobil agreement. Congressman Daniel Estrada of the opposition
Union por el Peru coalition praised the increased employment opportunities that will be created in
the economically depressed region of Cuzco. Estrada once served as mayor of the city of Cuzco.
Still, some opposition parties criticized the terms of the contract, suggesting that the level of
investment proposed by the Shell-Mobil consortium for the initial phases of the project is too small.
Indeed, Shell executive Tom Kelly acknowledged that the consortium has proposed investments
of only US$200 million in the first year. However, he said that investment would surge in the
later phases, once the consortium is ready to begin intensive extraction of natural gas. [Sources:
International Market Insights (US Embassy, Lima), 03/21/96; Notimex (Mexico), 05/13/96; Reuter,
05/13/96, 05/17/96; Agence France-Presse, 05/08/96, 05/12-14/96, 05/16/96, 05/30/96; Peru Newsletter,
05/96]
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